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conmlttes related to discusi.S dd asNlng bsues ansing from operations, technolos/ dd disdtr

recovery plamlng. The b6lns conttnuity plds m re\dewd and tested on a re8uld b6is, with som€

components ofthe t6ting bei.a pe.fomed under "ned 6dom condltlons.

Overal BNY has *cellent technolory risk moagement dd operational pr€paredns pMeses ln

place. We will monitor risk mmgemmt pracuces 6 the Mellon lntegratlon progress

Ctedlt Rls*

Cr€dlt rlsk has been slgnlltcandy reduced, and credtt quality indicatos show favorable trcnds. Once an

area of nqjor concern, BNY'S cr€dlt rlsk has corulst€ndy declined during the past few )rars. Thafs due

In part to lndustry trends and management's aggresstve reductton strategy. Moreover, the.ec€nt asset

swap wlth JPM reduces the bank s future wlremblllty to the nonflnanctat corpoBte credlt cFle,

partlcularly ln relatton to the consumer and mlddle-market segrnents and otmgdal real estarer To

iuustrate, on a pfo-forma basls, total nonperformtng assets (NPAS) dellned to $38 mlllion as of S€pt.

30, 2006. That's down from $79 mllllon at year-end 2005. The reserc coveraSe of NPAS lmprov€d to

As a .€sult of the reduced .lsk proflle, BNYt cofporate lendlr|g ls lels of a constraint on the .r€dit

ratin8 than lD the past. fu of S€pt. 30, 2006. corporate loan exposur€. were S24.3 btlllon o. about one-

rhtrd oi noDmarstn loans, $4 7 bllllon outitandlng. That's b€low rhe bank s rdger hold levelof $25
billlon. Wthln the larSE cortorate loan book, the bank ha! slgnlficandy cut lr5 exposure !o two htgh-

rlsk lDdustrlesr medla and cabl€ and telecommunlcattora. At Smt. 30. 2006. medla and cabl€ and

tehom *posurc was $4 3 bllllon. $1.6 blllon of lt wa! ouatandtnS,6l% is rat€d lnv€stment grade.

Exposure to the auiomotlve lndustry ls v€ry smali.

unllke some other trust and custody banks, BNY has a book ol C&I crEdrti and loans to nnanctal

ttatttudo6. In fact, wlth the JPM as!€t swap, the bank s exposure io flnanctal lnsUtuttoru wtll now

r€pres€Dt more lnan hali ofl the total credlt exposure. Th€ avera8e loss €xpe.l€me of thts subsegmenl ls

I .6 bdls poln6 du.lng the past fi\r y€ars. Management sees cftdit as a tool to drlve revenue growrh by
promottnS th€ cN-sell of multtpl€ product! to exlstlng cll€nLs, by pror€.th8 and d€fendtr8 extsrlng

noncredlt revenus, ard by prcvldlnS entry Into new cltent relatlonships. W€ concur wlth nanagement

that normaltzed cr€dlt losg should remain r€lauvely low golng foru.rd.

Ma*ct RhI

Markel rlsk ls well contalned at BNY Th€ most lmportant market risk rtlat artle from the companyk

acuviues are lnteresr rare rlsk and, to a lesser ext€nt, forelgn exchange risk In addttton ro gap analysts,
the bmk employs eamlngs slmuladon and dlsounted cash flow mod€ls to tdeDtl$, tnterelr rare rtsk
expolu.es. The blggest chanSe frcm the receDt aset swap wlth JPM ws on *E asret stde. As loaro
decline, short'lerm Investments Incr€N, dd.isk-we8ht€d als€ts decre*. On the ltabtlty stde, BNY
ha swapped retal deposits for the fdt-rep.lclng of corporate trust deposits, a htSher p.oportion of
wtnch are foietgn and lnterst rat {ensitiv€. As a result, the balance shet bsame more ltabllty-
*ndtive.Managementmltlgated thisssitjvity.

ReSardlnS lts badlng book, the bank employs a slstem ofpostuon llmiis, stoptN advisory trtggers.
md a value at rlsk (VAR) nodel based on Monte Cdlo snnuhttons to maage mdket rtsk.

Throudout 2006, the compdy s dally tradiDg lN did not d.eed the calolated VAR on ay gtven
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Operatlonal Rltk

Wtth the rcducuon tn qtdlt rlsk. operatlonal risk has become nore mmirSful al BNY, but w€ thlnk

that lts tra.k re6rd du.ing lhe pdt three to four ]€a.s has lmprcved signincady. Op€rational .isk

arbs beca@ of the complexity Ir prccesses md tts hteractlon with num€rcus third parti6.

lmportaUy, busins mus have oMe6hlp dd prlftary .€sponslbllity for msaging operatioDal .isk.

Uquidlry R/lk

Liquidiry, wtnch rsmbls that of a wholesale lrsdtutlon, ls strong at both the bank dd rhe p@nt

compay. Core deposits Aom the securitiB-seflicin8 bd ast management buslnesses, a! well s

noncor€ sources, such as money market rate accounts, Jumbo cDs, Fed Funds purcha!€d, and other

borrowlrus drive liquidtty. Nonmargin ll)m repMled only 27% of total aslet! at Sept. 30, 2006.

Thafs down frcm the 55%-60% rdge edlier in the decade Tempomry lnvesrments also add to

llquldlty sounes. These lnclude depostt placements, tradlnS asets, Federal Funds sold, rc.ale

.8r€ement5, and lnvestment s€.urlues maturlng In less than one y€ar. They re equal to about 20% of

the total as!.i' In BNY s cas€. marSh loans can also be constdered a ltqutd a33et because th* short-

tem crEdlE are w€ll secur€d by marketable s€.urltles lncludlng nargln loaff. Those temporary

tDvestm€nts equal 25% of th€ total asset! ManaS€malt sold $ 5.5 b ton of securltles and ln€un€d a

Ioss ln ord€r to r€podtlon the lnvestm€nt portfollo followtng the set swap

Upon full lntegratlon of the acqutred corporate trust bustns tn 2007, about S14 bllllon of r€tall

deposlts wlll be replaced wtth $ I I blllton to $ I 4 btlllon of lDstitutlonal corporat€ trust deposlt!. Paftff

compary llquldlty ls v€ry good as well. It ls belng supporled by dlvldends lrcm subsldtarles, CP, a

r€volvinS credlt facllity. and gene.al access to the capltal markeLs.

Acco@tlng

Ther€ ar€ two lmpodant accountlnS chang€s that wtll affect the company s capltal measur€s ln the

To r€flect the chanSe in FSP FAS 13-2 (Accountlng for a Chdnge o. ProJected Cha-n8e ln the Tlmlng

ol Csh Flows RelatlnS to Income Taxes Cenerated by a LtveESed Lease T.ansaclon) , BNY w b€

taklnS a one-tim€ arteFGx charge to capital of $340 mllllon to $385 mlllion ln January 2007. Thb

r€flects the chanS€ ln the tlmlng of lrs lea!€ cash flows due to the LILO senlement. Neverthel€ss, a

stmtlar amount wlll be reco8nizd tn tDcome during the r€matntng term of the afected leases.

BNY wlll adopt SFAS I 58 (EmployeB Accounting for Deflned Beneflt Penslon and Othe.

Postreur€ment Plalls) BNY wlll take a material chdge to equlty by )€ar-end 2006.

Profrtablllty

Profltablllty al BNY has be€n strong. The company s p.ont merlur€s have t)"lcally exceeded thos. of

tis p€€rs, ave.aglng 33%-35y., w.1l above the 29oA-30oA posted by the tt?l@l trusr bank. wlttr

badidonal banklng belnS demphasized, fe-based r*enues shourd now become a hiSher proportion of

the revenue mlx, collecdvely growing to nearly 90% of total revenue froo about rwo-r})kds dutrl8 the

Recently, tlends have been somewhal dlstor&d by the company s stmtegtc mov6 dd tough saenal

comparisoG, pa.ticulely whm smparlng lhlrdluafier results w'th the second quaner,
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\ryhile BliY and MeIoD hare performed reembly wel in recent qune6, and although the

integration charges of the two compdies will ailect eanrlnSs, the new endty should emerge poised to

lake advantage of potmtial cct savings, likely revenue slnergls, dd fos selling opportunities. Both

companlet good track records tn past jntegratioro mitigate the attendant tntegratton rtsks.

Importantly, Bt,lY s buslness hodel calls for elevat€d expetres related to d tncree tn technolos/

lnveshen! spending to supporl new and exlsting clients k typicaly ruN high Therefore, a.hlellng

podttle ope.ating leverage quarter-on-quarter or l€ar-on-yed ls $mettnes dimcull gtven the potentlal

volarllty ot revenue streams. Nonetheless, w€ antlcipate that p.ofitability of the comblned endly wtll

lmprcve over tlme a cost s!6 are attained and revenue syne.gies creatd.

Capltal

AlhouSh capital meduru femain larSely adeqlate for BNY s ratinS @tegory, rhese will be pressured

by a numbe. of events ln the shorL-lem. Those Include th€ goodwlll ass@iated with rhe assel swap

widl JPM, tne adoption ot pslon Iund accountlnS related to SFAS 158, and the chage ln leveraSed-

lease accountlng lrom FAS 13-2. ln additton, tan8ible capltal wlll decllne followlng the msg€r with

Mellon, but tlEt dsline ls also a resul1 of recenr ran$ctlons. Noneheless, we anrtclpare rhat capital

ratios, especlally rhose lhat e risk-adjusted, wlll be Ebullt as 2007 and 2008 progr€ss. Thar'll be done

through the retentlon of eamlngs, puuln8 a reslratnt on share repurchases, and contalnlng balance

sheet growth. It ts trnpo anr lo note that, when avallable, we net the def€ffed tax ltabtllty crealed by

the Soodwlll tn an acqulsltlon, and thus our adjusted Lan8lble capltal ratlo ls hlgher than rJle reporled

In assesshg capltal adequacy,lt ls lmporlant to note that BNY s securrnes-sefvlctnS and asser

manaS€ment buslnesses contaln le8at, operatlonal, and reputatlonal dsks that arc not fadoEd lnro

r€gularory capital ratios. Thls suggsl-3 the need io malntaln a strong capltal foundarlon.

The quallty of capllal ls affected by $LI5 billlon ln rust.p.efened s€curtrles. Thts ls 5542 mtUton

above our pollcy ltreshold for capllal cfedlt. These lnstrument! are an tnferlor fom of caplral because
ol thel. dated maturlu€s and llmll€d lncome deleral leatures Our pollcy llmlrs rrosr-pr€fered

secu.lttes to no more than l0% of tanglble capual. Any excess b€yond thls rhreshold is not lnclud€d in

the calculatlon of proprletary capltal ratlos.

Br@k.bM tt t ,6 ot.ss|' (.41)

(Ml. tt 2t'15. 200t 2N1 2W 202 2001 - 2006. zfrt 200a 2Ut 2@2 2001

23961 ] ] ,777 16t07 15181 |  237 14654 2350 1410 1850 ] ] .19 1193 t356

25,231 29360 25,033 25 t2l 22,013 tt,7t0 2119 3455 21tZ 2544 29.35 22.43
Tod nq secur t es (marked to 3,?66 3992 1925 2,853 4,533 5,8!1 320 408 2r3 323 605 r45

22015 25068 2rr07 22268 480 ] l026 21 59 2647 25 59 25?t 2331 1498

0 2l052 l ]961 18,60r q4r9 r ,595 0.m 1.54 1939 21M 1256 202
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Btu ktown a.,6 ot ssals (nJ.)

llvtit. t) 2006, 20n5 2001 2fr3 2@2 2Nr . 2U6. 2@5 2004 2003 2002 2001

43,097 3008r 33,642 34359 3',r,096 35,73s 1221 $91 J125 l89t  4 l{7 45l l

r03 41 9J 205 224 N.A of l  0.05 0r0 027 028

5621 1,243 3?51 ?,982 2,622 N.A 5?5 4.70 3i1 398 332

1ts9 1,168 T l l8 1,702 r ,ml N.A I22 1.29 161 221 224

Cofr neda real estate loans N.A 3r89 3,366 3755 4,031 4,320 N.A 326 373 425 5J1 5!1

N.A 6346 6,729 7,6{2 11,783 13,788 N.A 649 i .45 865 157r 1717

{t0!7 21610 18095 lSrrr  10,19{ 0l0 4221 2213 N.04 2051 1386 165l

fit 591 660 802 6ll 0. l l  0a 065 0i6 r0i  0?8

42,758 37670 3305r 3369t 30,294 35,12 { 9t  t855 16.60 l8 t5 4040 4455

90,10 8t 439 74277 72,309 60813 66r29 8853 8333 8225 8t  88 8t  09 83]]

lqu ry nteresttpanclpar ons 69? 77l 761 721 613 NA 0.71 085 0S6 096 078

lnv noiconeldated subs d d es t?5 361 t60 284 N.A 0.33 040 0 41 0 38 0 30234

4673 1,429 4?69 4,091 2574 2082 4 58 4.51 471 l61 34t 264

1009 1,060 I097 r 079 975 992 0.99 1,08 I22 1.22 1.30 t .?6

NA t ,918 2l0Z 2,551 2n5 2385 NA 1.98 ?99 ?89 3.70 302

406 39r 285 214 ?44 ?36 0.40 040 0 32 0.24 027 0.30

85{5 8,r2 7r98 1,840 5272 5728 838 8.98 830 8.83 ?.03 r.26

106636 102,1t  945i2 9?405 77564 81 025 10458 10453 104?3 10463 10343 10264

te$ noiscNi.ing lnraigib cs ({67r) 1r429) (4269 ({0€r) Q14) pma
'0  961 9/ /28 90101 88J r  r {990 r89{ l  0000 m00 0000 r00.m 0000 0000

Aft .kdow.t. % ol itbil i.t j.qsiv

2006, 2tM N1 2Nt 2@2 2&t 20u,' 2005 2&a 200t 2002 Nl

55,993 65060 6r.531 56781 55.708 55.711 5251 0369 68.23 6t  15 7182 6!76

Ir75r 4J0{2 l?,r76 l0 i6r  J0,796 3r,A7 3?59 4213 34.02 3329 3S70 3858

21 216 22018 t35t 26,021 24912 21454 t99t ?t  55 34.21 2816 32 t2 3018
161 55 146 30S 337 030 0.16 006 016 040 04?f8

,6 156 663 3r5 r 756 N.A 0'  0.18 0]2 041 211

15078 r0,r53 9545 16,001 4S65 5840 r1.r4 r02t r009 17.12 6r0 7?l

155 t15 136 NA. NA NA 015 0r5 0.r5 N.A N.A

23 630 t,902 9 ?82 9,97S 8 485 9564 22.16 1159 981 9.2 10.94 |  m

950r9 9r,0r3 31,014 32707 6978r 73mg 89| 890S 8881 39.51 8997 9035
| 6r fi 144 t0,559 9697 7,i83 78r7 1039 r09t I  16 10.19 10.01 9.65

lim ted I fe P(efercd and quas 1,150 I  150 t ,150 I150 1,100 1,500 103 t l3 122 124 142 185

Prelered st@k and orhs cap ta 0.00 000 000 000 0m 0.00
(r)
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&eaknow.t t % dt$eE (4j)

n^a' 200! 2N1 2&t 2002 2n1 - N6' 2&! nA Zn:l ZrE 2dll

Comnon sha.eho de^ equ ty 10,467 9,816 9290 8,428 6604 6317 982 q67 932 9t2 362 730

9,339 I733 9627 9,447 8300 B 172 927 958 r0 18 t0?2 r070 r009

151) 51 r25 130 1006) (005) 0.05 0r3 0r3 0r0

7 320 7,006 6 104 5,211 4133 4 343 733 606 645 571 610 5{ l

17u6) (6864 16.494 6120) 16.486) 16.318)t6 ?3) 16 72) (6 86) (6 9s) (8 36) {7 80)

r06636 t02.r t  94572 9?405 r564 81025 10000 100.m 10000 10000 10000 10000

1{ 60r)  14t3) hl20 1,r216) {27r4 {2 162)

7010 6,766 6?39 5 482 5072 5655

5978 5,616 5089 4332 3972 4r55

Lcss cqu ity ii unconsolidaicd 1325) B6r) (360) p84) (234)

5653 5,291 4,?2i  3971 3688 3922

P us prefered stock and other I  t50 1,150 1,150 1150 I100 I500

tcss id(cd ifs preforad stock (562) 1625) 009) 1690) 0 064)

ll9 t0 500 540 659 528

6 6?0 6219 5 752 4 953 4,757 4,885
'Ddd6orSrpr lr0 201xj Rd 6 mnm ,ed wheG apprcpide NA- Nord! dbe Cdrai6{dara rn56cdelrrnrhcabowftrsc! spltrds h.vi
b6n obcd.dndnsNLf nmE Lc

aN6' 2@5 lna tfr' n02 AU . 2006' 2@t 2001 2Nt 2002 200'

2 683 3 325 2 452 2 t8 2,613 3,65? 1.44 1.42 2.50 2.65 l.l9 4 60

r 635 1,416 808 874 r 868 2r0 r .49 085 0r8 113 235687

I043 1,3t9 1,644 1642 1739 I784 134 194 173 t  3t  225 225

operating noninterest ncome 3886 1,935 4643 4008 3 r43 3322 498 503 408 456 408 1.18

3,] ]2 3,397 3586 3 r29 2548 2701 407 401 377 356 330 340

321 321364391 012 0!0 038 0t  0. t0 0.41

6lother ha er'sedshw ncome r02 r08 11 lrm) 003 0f  0r  008 {01{)  025

000 000 000 000 000 0m

,6 01? 0 56 0 61 0 54 0.61 0.rl

4,934 6314 6,233 5,619 1,80? 5,t05 6 33 702 6 6t 6 42 6.33 6.43

1,302 4 {79 !,007 3,524 2,121 2,sJ9 124 161 110 {01 I54 129

1,W4 2549 2,321 2,028 1,581 1,588 244 261 244 23A 2A5 2AA

o$er generaland adm n 5tar vc crpcn{ 1,356 1890 Li2g r472 1133 909 1 74 195 182 167 148 4
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uit. t) N6. ZM 2@1 2&i 2A2 2001 . 2dt6. tut zou 2at 2002 2N1
34 24 3 112 005 0.04 0.04 003 o.ot 011

Net operat nq ircore betore o$ provisiois 1632 2,335 22a1 2125 2.155 2491 2A9 ?.41 231 24? 219 314
crpd I lo$ prou5'om ln new) 6) t5 r5 155 660 384 00r)  002 002 018 086 0.48
Net opcratiru ncome arrcr o$ provG ons 2320 2,186 r970 1496 2,112 Z10 239 230 224 194 2.66r 637

5l 43 0 0 218 000 0.05 005 oo0 0oo 027
Noirecuri4g^p4ia expcnse 89 30 t74 50 168 0r 000 00t 020 006 0.21

1,548 2371 2,204 1,796 1,4462,162 1@ 244 2p ?A4 181 212

795 759 605 470 7r5 061 082 080 069 06t 090
Net m.onc b€foG m nor ry nle.est I0{9 I576 I  {45 LIgt  976 1441 1 35 162 152 1 35 t  26 t  82
Mr0r lyinre.en n.oisoldarei 5!bsd arics 534 13 r0, 0.00 00r 00r 0.0r 009 0 tl
Net mconc bcfore enraodmdcs r 049 1,571 r,440 1 Tt 902 1,343 1,35 162 I5t  I32 I  17 I69

t? l 000 0 022 000 0.00 000 000 0m
Net ncome aiterexraord naies I  2ZZ 1 t t  I  {40 t , r57 902 r,343 t57 r62 151 1.3? 117 169

r r09 I53? r  428 I272 936 I310 r  42 158 1.50 145 121 I65

2006. a4t 2dt1 2ut i8,2 2001

87 228 309 {{0 23?

71 2)3 149 4r5 219

20 26

3l 82 375410

3303r 39,6!2 37778 35623 34,808 37519
71,?38 82 f4 81,061 71,'0 64,996 65261

10s42 r0l{35 qq340 91lr{  79452 8t , l4q
60 527 61,795 60658 56 216 55 709 56044

Awragc rmdesr.bearn9l.b rr es 60,45{ 75 t61 73990 67,218 5t,535 50,368
r0012 9,173 8797 7654 6524 6,260

r03,921 9r,086 95160 87,982 77,124 79409

Numbs ol enp oyecs (end or period acrua) NA 23,451 ?3363 22901 t9435 t9l8l

N.A 341 311 NA 31t 352
Total assets u nder m. nagedent 0 0 0 0 16,000 6r,650

NA. NA NA NA 23Ol)O NA
0fi ba an.eirreel mdi equratenrs 0 51 09r 53,161 51,091 52,956 56s33
'Daasofsed 30,2006 Rdi6ain@rTedwh.r0app.oFae NA wftnhedre.froma sprcadshre
bei obbin.n fiom sNL f ,Em ar Lc
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fru Nt N2 zut

13 19 (209) 1049 (r310) 18417 56

(53.46) (23.rr) €4r) 0 21 30 89 (0 52)

578 822 225 1777 (50r) 482

14.73) (31.90 2433 231

t017 1747 906 (41)859

566 555 I88 24 59 (0 43) 216

(3 48) 837 | 3l  t5?t  1438) 3i3

959lr.73) 15 99 29 2? !52 5?4

NetopeEt n9 ii(omebefore praisions (6.83) 610 354 (138) t r3.6€)

044.43) 214 (9058) 06.50) n55 200r?
Net operat ng iicome alrq prov siois r0 95 n x 129 E) (9 65)6 94)

0297) 151 22.70 24 26 {3314) (8 53)

01r) 21.30 ??00 13? 58) (6ri)908

N6' 2,01 200t 2002 2001

Ner nrtrdt ii.onc ltdabh cqo v )/a!€ cdn ng s*rs 264?.36r.92 241 ?.26 2.82

r.97 2.16 1.982N?20

irerest ncome{rarable Eu v )/avg eaii ng assets 4.12 398306 319

iorcn n.ome on loam/aw roral o.ns 4.194.90 146 592

litercsterpense/avg iiteresr'be6r n9 isbl ties t09361 1A? t7 l

hteEsrerpense oi deposits/avg depos ts 2510901002.28 t.16

Nctiitcrc n.omc/rclcioes 21 ,24 21 ,58 26 15 29 06 35.61 34 9{

6429 57t9 5703 5539 5220 5291

Md*et seisitive ncomere!€iues 7.05i.50786 724 259 10.51

Noiinterest ift omc/Nciucs 1816 1? 12 73.85 70.94 64 39 65.06

3859 3? 41 36.S7 35.S0 3238 31.10
N 0n nkest expe n sc/Gvenud 66.92 65.73 6500 6?.38 5586 51.10

Non nterest e&eise/@eiues ess dvestnent galns 61. i6 66.73 6614 63.17 5165 5316

tupensc lc$ amrdzar on ot iftang blctrewiues 66 07 6515 6445 61.95 5569 4891

Erpense le ss all a rudDtiontrevenues 65.15 6415 61 95 55.69 4891

Ncl ope.ating ncode beforc plo! s on e€dues l l08 l r27 3500 l t62 14.14 4390

Net operatng income aner pmv8 ony.evenues 3318 3405 3177 3488 3063 4137

Ntu loan lo$ provisonvrewnues (0 r0) 271 t3. t022 753023

Net nonrecurng/abnorma ncome/rcvenues 075 0 29 {108) f 0afl.m) 098

i r tT 1480 t505 l r80 2961 4235
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flu 1M 2002 zNt

2126 2313 2293 2109 19.98 2834

32 24 33 53 31{5 33 69 32.5t 3301

200t 401 200t 2@2 2Nl

oflEx agwtlE
Preta pror Vdg .isk ssrs 1%) 310 342 2.13 l2 l260
No ncome/6'! f5r dr6 (%) 198 11? 715206

Re@nucYa$ r sl ssts (%) s9l 8.16 124 158
Ng|operailng d.one bcf@ loss p.ov sions/avq. I sk assers l%) 305 302 3.07 t. l8 l7 l
Nct operar n9 iicone afrer ross piov siod6!9. I sk 6sers (%) .l0.1 300 285 2.21 t14
Net in.ome &torc miior ty nttrestaw adllsrod a$ers 152 r35 182
Ncr ncome/avg a$ers + s.cu ,ed a$e$ t.34 160 t.50 1.82126
Ner momc/enip o)€€ lcurercy mir) NA 67,330 62459 56,270 50,19i 75{42
PeMme epoisc/enp oye Gurm.y mn) NA 108,899 100,481 95797 81,344 82,i92
PcMnncr erpeise/brench (mrr curcEyu^ d 748

Nm ntercst dFise/b.anch (m I curency ui 0 I l . ] l 734787
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